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DVI, Inc. and Subsidiaries

Consolidated Balance Sheets (unaudited)

Assets
December 31, June 30,
(in thousands of dollars except share data) 2002 2002
Cash and cash eqUIVAIENES ...........ccocveveuiiiveiiieieeieeieeee e $ 16,276 $ 11,400
Restricted cash and cash equivalents...........ccoeveevirciiiiiinieniereec e, 113,457 98,220
ACCOUNTS TECEIVADIE ... 35,688 58,051
INVESTMENES. ...evviiiiieieiiieie et e e e e e e e e eeataaeeeeeeeean 17,804 17,461
Contract receivables:
Investment in direct financing leases, notes and medical
receivables:
Receivables in inStallments..........ccc.eeeveveeeieieeeeeiiee e 1,137,314 1,158,545
Receivables and notes - related parties, net.........cceceeeerrieieeneeneeennne. 33,852 29,321
Net notes collateralized by medical receivables ..........c.cccceeeeierennnnene. 278,993 275,463
Residual valuation ..........cccoooveuviiiiiieieeiee e 26,222 22,547
Unearned INCOME .........cueeevieiiieeieeeieeeieeeteeereeeeteeeeveeeetaeeereeeseneeeaneenes (138,506) (133.175)
Net investment in direct financing leases, notes and medical receivables.... 1,337,875 1,352,701
Less: Allowance for losses on receivables.........c..coovvevvieeieeeieecieecireecneeene. (22.548) (25,628)
Net coNtract rECEIVADIES .......vviiiiiiiiiiiiiiee et 1,315,327 1,327,073
Retained interests in SECUTHZALIONS .........vevivvvieeeieieeeeieeeeereeeeeeeeeeeeareeeeneeees 56,055 47,831
SErVICING TIGNES ...ttt 17,398 15,296
ReEPOSSESSEA ASSELS ...evviieiiiieiiieiieii ettt et e et teesaeebeesaeseeesseenseenseens 22,962 18,112
Building and equipment on operating leases
(net of accumulated depreciation of $6,923 and $6,096, respectively)......... 12,056 11,965
Fixed assets
(net of accumulated depreciation of $7,618 and $6,600, respectively)......... 9,640 10,057
Goodwill
(net of accumulated amortization of $4,221 and $4,227, respectively) ........ 29,641 28,160
OBNET ASSELS ..viiuiiiiiieciie ettt ettt ettt e et et eebeeeabeesveeeaseesaveeeaseesaseensseeas 25,544 28,419
TOLAL @SSELS ..veveeevieeeeeeee e ettt ettt ete et e e et e et e eeaeereeeteeeteesaeeaeeneeeneeereenreenreens $ 1,671,848 $ 1,672,045

The accompanying notes are an integral part of these consolidated financial statements.



DVI, Inc. and Subsidiaries

Consolidated Balance Sheets, continued

Liabilities and Shareholders’ Equity (unaudited)

December 31, June 30,

(in thousands of dollars except share data) 2002 2002
Accounts and equipment payables ..........ccoceeiieiiiiiiii e $§ 106,261 $ 88,442
Accrued expenses and other Habilities ..........ccoccververieriereenieieeieeee e 78,668 84,765
Borrowings under warehouse facilities ..........cceoevieiierierienieeeeeeeeeee, 316,956 315,278
Long-term debt:

Discounted receivables (primarily limited recourse).........cocceveververurennenne. 549,767 571,368

9 /% Senior NOLES dUE 2004 .......o.oveveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeseeeens 155,000 155,000

OthEr AL, et 123,762 129,820

Convertible subordinated NOtES.........ccoceeveieveeeiiieecie et 37.750 38.750
Total 1ong-term debt........c.cccieriieriieieeieeieeee e ens 866,279 894,938
Deferred INCOME tAXES......ccueieeuiiirieeiee ettt ettt ettt e e ereeeevee s 54,867 55,567
TOtal HADIIItIES ... eeeuviiereeeeiie ettt et ettt e e e b e e be e e v e eabeeeaneaan 1,423,031 1,438,990
Commitments and contingencies
Minority interest in consolidated subsidiaries...........ccecveeveriereereerieeieerenen. 3,529 3,410
Shareholders’ equity:

Preferred stock, $10.00 par value; authorized 100,000 shares; no shares

issued
Common stock, $.005 par value; authorized 25,000,000 shares;
outstanding 15,154,421 and 14,690,457 shares, respectively ............ 76 73

Additional capital.........ccceevieeiiiciiiieriese e 146,482 143,077

Retained @arnings .........ccvecveeeveriierieriere ettt 107,154 96,844

Accumulated other comprehensive 10SS .........cocveieriereeiineiieeee e (8.424) (10,349)
Total shareholders’ EQUILY .......ccoviervieiieieriieieeie ettt 245,288 229,645
Total liabilities and shareholders’ €qUity.........ccoeeveirieiririeiiinieeeeeee e $ 1,671,848 $ 1,672,045

The accompanying notes are an integral part of these consolidated financial statements.



DVI, Inc. and Subsidiaries

Consolidated Statements of Operations (unaudited)

Three Months Ended Six Months Ended
December 31, December 31,

(in thousands of dollars except share data) 2002 2001 2002 2001
Finance and other income:

Amortization of finance income (includes income from

related parties of $0, $635, $0 and $1,267,
TEPECTVELY) oot $ 24,597 $ 28,985 $ 51,507 $ 56,793

Other INCOME.......coeriririiieieiee et 6,444 5,154 15,414 8,931
Total finance and other iINCOME ........c.eevvvevviiiieieeiiinen. 31,041 34,139 66,921 65,724
INLETESt EXPENSE ..vveeevreeniieeiiie e ettt eiee et re e 20,725 21,138 41,564 43216
Net interest and other INCOME.............coovvvvvveeeeeiiiecnnnnnnn. 10,316 13,001 25,357 22,508
Provision for losses on receivables.........cocevivvueeeiivneeenn. 2,427 1,793 6,009 4,350
Loss on impairment of repossessed assets....................... 19 727 253 1,052
Net interest and other income after provision for losses . 7,870 10,481 19,095 17,106
Net gain on sale of financing transactions....................... 16,584 12,708 30,150 27,600
Net operating iNCOME .......ccvvevreeeeverreriierreerreesseenseeeeenns 24,454 23,189 49,245 44,706
Selling, general and administrative expenses.................. 16.461 12,838 31,221 23.471
Earnings before minority interest, equity in net gain (loss)

of investees, and provision for income taxes............... 7,993 10,351 18,024 21,235
Minority interest in net loss (income) of consolidated

SUDSIAIAIICS ..ot e 89 (379) 243 (112)
Equity in net gain (loss) of investees.........cccoeereereennnne. (22) 2 (50) 13
Provision for inCOME taXes ........cceevveruerieneeneeniceieneenne (2.823) (3.701) (7.907) (8.703)
NEL CAIMINES ...vevveeeeviveeiereereeeteereseeteereseteebeseeteeseseeteeseanas $ 5237 § 6,273 $ 10,310 $ 12,433
Net earnings per share:

BaSIC it $ 0.35 $ 0.44 $ 0.69 $ 0.87

Diluted ..o $ 0.35 $ 0.41 $ 0.66 3 0.81

The accompanying notes are an integral part of these consolidated financial statements.



DVI, Inc. and Subsidiaries

Consolidated Statements of Shareholders’ Equity (unaudited)

Accumulated
Common Stock Other Total
$.005 Par Value Additional Retained Comprehensive Shareholders’
(in thousands of dollars except share data) Shares Amount Capital Earnings Loss Equity
Balances at June 30, 2001............................. 14,337,104 $ 72 $136,795 $ 100,932 $(15,574) § 222,225
INEE LOSS ..ot (4,088) (4,088)
Realized impairment loss on available-for-
sale securities (net of deferred taxes
OF $4,961) .o, 9,176 9,176
Unrealized loss on available-for-sale
securities (net of deferred taxes
OF $153) i, (282) (282)
Unrealized loss on derivative instruments
designated as cash flow hedges (net
of deferred taxes of $2,150) .................. (3,215) (3,215)
Cumulative translation adjustment ............... (454) (454)
Comprehensive inCOMmMe ............c.eevvennees 1,137
Issuance of common stock upon exercise
of exchange rights .........cccecevvvervenieennnn. 143,365 2,421 2,421
Issuance of common stock upon exercise
of stock options .........cccceveeeieiecieniiennen, 209,988 1 3,016 3,017
Non-employee stock option/warrant grants.. 845 845
Balances at June 30, 2002.................ccoeneeee. 14,690,457 73 143,077 96,844 (10,349) 229,645
NEt INCOME .....vveeeeeeeeeeeieeeeeeeeeeeee e 10,310 10,310
Unrealized loss on derivative instruments
designated as cash flow hedges (net
of deferred taxes of $697) ........cccven... (1,120) (1,120)
Cumulative translation adjustment ............... 3,045 3.045
Comprehensive inCOMme ............c.eevvennees 12,235
Issuance of common stock upon exercise
of exchange rights .........cccoceevvervenieennen. 369,625 2 1,774 1,776
Conversion of subordinated notes ................ 94,339 1 999 1,000
Exercise of exchange rights............ccccceceeuee. 921 921
Non-employee stock option/warrant grants.. (289) (289)
Balances at December 31, 2002..................... 15,154,421 $ 76 $ 146,482 $ 107,154 $ (8,424) $ 245,288

The accompanying notes are an integral part of these consolidated financial statements.




DVI, Inc. and Subsidiaries

Consolidated Statements of Cash Flows (unaudited)

Six Months Ended
December 31,

(in thousands of dollars) 2002 2001

Cash flows from operating activities:
INEE CAIMIINES ...ttt ettt ettt ettt et ete et te et et easete s essese st easesesseasereesesseres $ 10,310 $ 12,433
Adjustments to reconcile net earnings to net cash provided by (used in)
operating activities:

Depreciation and amoOrtiZation .............c.eceeeveeieiieieereenieeeeeeeeeesreereereeenesenens 18,013 13,977
Provision for 10SSes 0n reCEIVADIES ........cccvviiiiiviiiiiiieeeece e 6,009 4,350
Net gain on sale of financing tranSaCtions ...........ccecvevveererecveriesieneeieeeesee e (30,150) (27,600)
(0111153 VR0 1< S USRS (25) 115
Receivables originated or purchased..........coocoeeeeeieienienereseseeeee e (475,814) (544,279)
Portfolio receipts net of amounts included in income and proceeds from
sale of financing tranSaACtIONS. .........ecvverveerueeeeeriesieriesteeee e seee et eaeeeeseae e e 504,082 483,022
Net increase in notes collateralized by medical receivables...........ccccvveveevennns (3,530) (38,594)

Changes in assets and liabilities:
(Increases) decreases in:

Restricted cash and cash equivalents ............ccocoeoerieieieneninceeee (15,237) (17,003)
ACCOUNTS TECEIVADIE ..o 19,809 2,888
OthET @SSELS .veuvveiieiieiiete et ettt et et et e e s aesaesteesseeteesseenseessessaesseenseennes (19,281) (20,881)
Increases (decreases) in:
ACCOUNES PAYADIE ...ttt 15,613 15,948
Accrued expenses and other liabilities..........cceeeveeveieieeierienieieere e 2,202 (4,616)
Deferred INCOME tAXES .. .c.vrvereeririeiererterietieteietestetene et stese st seere st eeseseeneenens (696) (2.012)
Total AdJUSLMENLS ......eeieieiieiieie ettt s ste e ne 20,995 (134.685)
Net cash provided by (used in) operating activities.........ccererererereeeeeeieneeenes 31,305 (122.,252)
Cash flows from investing activities:
Acquisition of business (net of cash received) ......ccoevvevverierienierieeeeeeeee - (405)
Building and equipment on operating leases ..........cccceereererrerierieiieseene e (1,620) -
Fixed asset additions.........cooeerieiiiiiiiiinieeeeeee et (776) (839)
Net cash used in INVEStING ACtIVILIES ..ovvevieierieiieriieie et see st seeeeeens (2,396) (1,244)
Cash flows from financing activities:
Exercise of stock options and Warrants..............cceeeereerieenensienieseneeseese e - 49
Borrowings under warehouse facilities, net of repayments..............cccceecerereecnnee. 1,678 5,571
Borrowings under long-term debt............ccveviieiiieiiiieiieiieseee e 150,648 194,563
Repayments on long-term debt...........ccoeieiieiiiriieiicieceeeeee e (176,707) (69,140)
Net cash provided by (used in) financing activities.........ccceeeeereerieneeieeieneeee (24.381) 131,043
Effect of exchange rate changes on cash and cash equivalents............cccccoevvvecveeenennen. 348 55
Net increase in cash and cash equivalents...........cooceeeiioiirienienieeeee e 4,876 7,602
Cash and cash equivalents, beginning of period ............cccoeceririniiiiiiniieeeeeee 11.400 11,013
Cash and cash equivalents, end of period ...........ccecveviiriiriieiiieieieeee e $§ 16,276 $§ 18,615
continued



DVI, Inc. and Subsidiaries

Consolidated Statements of Cash Flows (unaudited) (concluded)

Six Months Ended
December 31,
(in thousands of dollars) 2002 2001
Cash paid during the period for:
TIIEETESE .ttt ettt ettt ettt ettt et e et e ettt e te e teeaeenae e e e eaeeeaeeereereenreens $ 34,826 $ 38,305
Income taxes, NEt OF TETUNAS ......veiiuieieie e $ 1,447 $ 383

Supplemental disclosures of noncash transactions:

For the six months ended December 31, 2002, the exercise of exchange rights in lieu of interest and principal payments on a
long-term note was $1.8 million. After this exercise, there are no outstanding unexercised exchange rights.

For the quarter ended September 30, 2002, $1,000,000 of Convertible subordinated notes was converted into common stock.

The accompanying notes are an integral part of these consolidated financial statements.



Notes to Consolidated Financial Statements (unaudited)
In this discussion, the terms “DVI”, the “Company”, “we”, “us” and “our” refer to DVI, Inc. and its subsidiaries, except
where it is made clear that such terms mean only DVI, Inc. or an individual subsidiary.

Note 1. Basis of Presentation

The accompanying consolidated financial statements have been prepared pursuant to the rules and regulations of the
Securities and Exchange Commission. Accordingly, they do not include all of the information and footnotes required by
accounting principles generally accepted in the United States of America (“GAAP”) for complete financial statements. The
consolidated financial statements should be read in conjunction with the financial statements and notes thereto included in
our latest annual report filed on Form 10-K for the fiscal year ended June 30, 2002.

In the opinion of management, the unaudited consolidated interim financial statements contain all adjustments, consisting
only of normal recurring adjustments, considered necessary for a fair presentation of the interim periods presented. The
results of operations for the three and six months ended December 31, 2002 are not necessarily indicative of the results of
operations to be expected for the fiscal year ending June 30, 2003.

Certain amounts as previously reported have been reclassified to conform to the presentation for the three and six-month
periods ended December 31, 2002.

Note 2. Accounts Receivable

The following represents a summary of the major components of accounts receivable:

December 31, June 30,

(in thousands of dollars) 2002 2002
Servicer advances/refunds .........c..oooueeeieeeeeeieeeeeeeeene $ 16,104 $ 18,229
Interest reCeivVable......coovviiiiiiiiiiiieeeeeee e 7,441 9,658
Respiratory services (1) .....ooeveierenerenieieenereeceeene 3,317 3,119
Receivable from securitized pools.........ccceceevrererenecnns 2,997 4,072
Dividends receivable ..........ccccoovvviviiiiiiiiiiieieeeeeeeee 1,725 1,500
Amounts due from purchased portfolio ..........c.cccceveneenee. 646 3,562
Receivable from sale of stock (2) - 4,914
Receivable from loan payoffs..........cccceerininencecnnnn - 2,953
Portfolio adVances .......c...oovvuveeiceeeiiieeeeeeee e - 2,903
Fees receivable .......oooviviiiiiiiiieceeeeee e - 2,800
MISCEIANEOUS ...ttt 3,458 4,341
Total accounts receivable..........ccceevveeveecreeeiveeeneens $ 35,688 $ 58,051

(1) Related to the consolidation of Valley Health Group, Inc. as discussed in our June 30, 2002 Form 10-K.
(2) Related to the sale of DVI Ohio as discussed in our June 30, 2002 Form 10-K.



Note 3. Allowance for Losses on Receivables

The following is an analysis of the allowance for losses on receivables:

Six Months Ended
December 31,
(in thousands of dollars) 2002 2001
Balance, beginning of period...........ceceevvieieienienienieiereeeeeeeeie e $ 25,628 $ 15,933
Provision for losses on receivables............cceeveieciieciiecieeeieeieeeeeeeeen 6,009 4,350
Provision for losses on acquired portfolio ..........cceceeverireenieniecienenne - 250
Estimated loss associated with the repurchase of off-balance
SNEETL CONITACES .....eevvieiiieeiieiee et ettt ettt et et eere e eveeeaneens 172 1,360
Cumulative translation adjustment 116 -
Net Charge-0ffs .....cc.eeiiriiieieee e (9.377) (4.938)
Balance, end of Period...........ccoeverieieieieiniinieieieeeee e $ 22,548 $ 16,955

Prior to the early adoption of SOP 01-06, we recorded our estimate of probable credit losses for off-balance sheet contracts
in our retained interest. When contracts were repurchased from an off-balance sheet securitization, we determined what
portion of the loss assumption inherent in the retained interest, if any, was needed in the on-balance sheet allowance for
losses on receivables. During the first six months of fiscal year 2002, $1.4 million was reclassified from retained interest to
the allowance for losses on receivables. The guidance provided under this SOP now requires that we record estimates of
probable off-balance sheet credit losses in a liability account. Our loss allowance liability account is included on the balance
sheet under accrued expenses and other liabilities. For the six months ended December 31, 2002, we reclassified $172,000
from the loss allowance liability account to the allowance for losses on receivables.

The following is an analysis of the loss allowance liability:

Six Months Ended
(in thousands of dollars) December 31, 2002
Balance, beginning of period ............ccccoeeverieienininieneicineeee $ 1,743

Additions for off-balance sheet securitizations................ 2,138
Reclassification to allowance for loss on receivables (172)
Balance, end of period..........c.ccceoveoiririninincnieicneneeeeee $ 3.709
The following information pertains to the recorded investment for impaired contracts:
Six Months Ended
December 31,
(in millions of dollars) 2002 2001
Total average recorded investment in impaired loans .......... $ 175.0 $ 136.0
Total recorded investment in impaired loans (1).................. 191.9 158.1
Amount of recorded investment for which there is a
related allowance for credit 10SS€S .........cocoveveevieeennennn. 65.7 48.9
Amount of related allowance for credit losses...................... 19.6 15.8
Amount of recorded investment for which there is no
related allowance for credit 10SSES .........coeveveeirieeennenn. 126.2 109.3
Amount of interest income recognized on impaired loans ... 2.3 4.4

(1) Includes international contracts of $34.9 million and $20.2 million at December 31, 2002 and 2001, respectively.
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The following information pertains to non-accrual and past due contracts as of December 31, 2002 and 2001 as part of the
additional disclosure required with our adoption of SOP 01-06:

Six Months Ended
December 31,
(in millions of dollars) 2002 2001
Net Investment in loans and leases, medical
receivables and operating leases:
On non-accrual StAtUS ......c.eevveeeerierieieeeeie e $ 1943 $ 645
Greater than 90 days with income still accruing 29.9 55.0

Included in the above figures is the following information related to international non-performing contracts:

Six Months Ended
December 31,
(in millions of dollars) 2002 2001
Net Investment in loans and leases and
operating leases:
On non-accrual Status ...........cceeevevveveeeeerierennennns $ 39.0 § 82
Greater than 90 days with income still accruing 18.4 34.1

Note 4. Commitments and Contingencies

In December 2000, a former employee of the Company filed an action in the Circuit Court of Cook County, Illinois (the
Company subsequently had the case removed to the U.S. District Court for the Northern District of Illinois) arising out of the
Company’s purchase (from the plaintiff and others) of a partnership interest in Third Coast Capital (“TCC”), the Company’s
venture leasing division, in 1998. The plaintiff alleges that his decision to sell his interest in TCC and accept employment
with the Company was based on his reliance on a number of promises allegedly made by the Company, including the
Company’s ability and willingness to fund the venture business in the future. The complaint alleges that these promises were
false when made and represented a scheme to facilitate the Company’s misappropriation and conversion of TCC’s worth,
alleged to be $25.0 million. The complaint further alleges, among other things, fraud and breach of contract and seeks
various remedies.

The parties to the litigation have been involved in very extensive document discovery and oral depositions. A substantial
amount of the deposition testimony has been completed in this matter, and the trial judge has re-scheduled the trial date to
October 2003. As a result, counsel for DVI continues to sort through various documents produced in discovery in

preparation for trial.

The Company believes it will prevail in this lawsuit.
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Note S. Reconciliation of Earnings per Share Calculation

Three Months Ended Six Months Ended
December 31, December 31,

(in thousands except per share data) 2002 2001 2002 2001
Basic
Income available to common shareholders.............cceeveveieieriereeeeieeeeceerenns $5,237 $6,273 $10,310 $12,433
AVErage COMMON SNATES.......ccerieriieieieiieieeieie et ste et ste et e saeesaesesreesesseens 15,085 14,354 14,934 14,346
Basic earnings per common Share ............cccoeeverueeierienienienieceseeiese e seennes $ 035 $ 044 $ 0.69 § 0.87
Diluted
Income available to common shareholders..............coeveveieieriereeeeieeeeeeerenne $5,237 $6,273 $10,310 $12,433
Effect of dilutive securities:

Convertible deDENtUIES ..........ccvevvieirieeiieeree ettt - 182 353 364
Diluted income available to common shareholders $6,455 $10,663 $12,797
AVerage COMMON SNATES.......cceiieriieieieiieieeteeie st ereste e ste e saeeseesesseesesseenes 15,085 14,354 14,934 14,346
Effect of dilutive securities, net:

Convertible debentures (1) ....c.ooveverieierieiierieeieie st - 1,297 1,203 1,297

EXChange rIGNLS ....c.eevieeieiieieiecieie ettt et nbe e eee e - 28 37 14

(073715 T0) 1 -SRI 3 181 34 177
Diluted average common Shares.............ccoveeveriiecierieeienieeeeseeeesieeneseeseenseenns 15,088 15,860 16,208 15,834
Diluted earnings per COMMON SNATE .........ccceeeeriieierierieieeeeie e se e § 035 $§ 041 § 0.66 § 0.81

(1) For the three months ended December 31, 2002, the exercise price of the convertible debentures exceeded the average market value of
DVI stock for the quarter, and therefore the debentures were excluded from the calculation of diluted earnings per share.

Note 6. Derivative Instruments and Hedging Activities

The majority of our assets and liabilities are financial contracts with fixed and variable rates. Any mismatch between the
repricing and maturity characteristics of our assets and liabilities exposes us to interest rate risk when interest rates fluctuate.
To manage our interest rate risk, we employ a hedging strategy using derivative financial instruments.

Our equipment contracts are structured and permanently funded on a fixed-rate basis, but we use line-of-credit “warehouse”
facilities until the permanent funding is obtained. Since funds borrowed through these warehouse facilities are obtained on a
floating-rate basis, we are exposed to a certain degree of risk if interest rates rise, as this would increase our borrowing costs.
We manage this exposure through interest rate swaps whereby we effectively change the variable borrowing cost to a fixed
borrowing cost. These types of hedges are considered cash flow hedges.

In addition, when we originate equipment loans, we base our pricing in part on the spread we expect to achieve between the
interest rate we charge our equipment loan customers and the effective interest cost we will pay when we permanently fund
those loans, usually through securitization. Increases in interest rates that increase our permanent funding costs between the
time the loans are originated and the time they are securitized could narrow, eliminate or even reverse this spread. We
manage this exposure by using forward start interest rate swaps to effectively fix the benchmark-pricing index of our
forecasted securitization transactions. These types of hedges are considered cash flow hedges.

Changes in the interest rates affect the fair value of fixed rate assets and liabilities. In a rising interest rate environment,

fixed rate assets lose market value whereas fixed rate liabilities gain market value and vice versa. We manage our fixed rate
asset exposure to fair value changes through the use of interest rate swaps whereby we attempt to limit the change in their
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fair value by effectively changing the benchmark pricing index from a fixed rate to a floating rate. These types of hedges are
considered fair value hedges.

At December 31, 2002, we held the following derivative positions to manage our interest rate risk:

Notional Fair
(in thousands of dollars) Amount Value
Cash Flow Hedges:
INTEIESt TALE SWADS ...veuveuieuieiietiitieieieiee et eteeteeeeese e etesbeseeeenens $ 89,492 $ (1,030)
Fair Value Hedges:
INTEIESt TALE SWAPS ...veuveueeiieeietiitiieienieee et eteeteseeeeeeneeteebeseeeenens $ 9,131 $ (23D

At December 31, 2002, we had forward start interest rate swaps that were assigned to our off-balance sheet warehouse
facilities with a total notional amount of $145.0 million. The fair value of those transactions was approximately ($603,000).

In the next twelve months, we are forecasting to complete two domestic equipment securitizations. When these
securitizations are completed, the fair value adjustments in accumulated other comprehensive loss (a component of
shareholders’ equity) will be reclassified into earnings and will be offset through the securitization closing entries, including
adjustments to the gain on sale. If the fair value of the hedges is negative, the actual securitization pricing is lower than our
hedged rate, which fixes our effective borrowing cost at our hedged rate. If the fair value of the hedges is positive, the actual
securitization pricing is higher than our hedged rate, which also fixes our effective borrowing cost at our hedged rate. When
the forecasted securitizations close, we currently expect $59,649 in fair value adjustments to be reclassified from
accumulated other comprehensive loss into earnings.

The maximum length of time that we are hedging the exposure of our future cash flows for forecasted transactions is through
November 2004.

We have foreign currency exposures in our international operations due to lending in some areas in local currencies that are
not funded with local currency borrowings but with U.S. dollars. In order to limit our exposure to foreign currency
movements, we employ a hedging strategy using derivative instruments, primarily forward sales of the appropriate foreign
currency. These types of hedges are considered net investment in foreign operations hedges. Cumulative gains totaling $1.0
million were included in cumulative translation adjustments at December 31, 2002.

At December 31, 2002, we held cross-currency interest rate swaps and forward sale contract derivative positions to limit our
exposure to foreign currency movements. Any changes in fair value are recorded in our Statement of Operations. These
derivatives do not qualify as net investment in foreign operations hedges as defined in Statement of Financial Accounting
Standards (“SFAS”) No. 133.

Before entering into a derivative transaction for hedging purposes, we determine that a high degree of initial effectiveness
exists between the projected change in the value of the hedged item and the projected change in the value of the derivative
from a movement in interest rates or foreign currency rates, as applicable. High effectiveness means that the change in the
value of the derivative will effectively offset the change in the value of the hedged item. We measure the effectiveness of
each hedge throughout the hedge period. Any hedge ineffectiveness as defined by SFAS No. 133 is recognized in the
income statement during each quarterly period. When options are used for hedging, the time value of the option is excluded
from this effectiveness assessment. For the six months ended December 31, 2002, we did not record ineffectiveness related
to cash flow hedges.
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Accumulated Derivative Loss

The following table summarizes activity in accumulated other comprehensive loss related to derivatives classified as cash
flow hedges that we held for the six months ended December 31, 2002:

(in thousands of dollars, net of deferred taxes)

Beginning balance, July 1, 2002 ........cccooviiiiinieiinieieneeenceeeseeeeeeeeee $ (4,352)
Losses reclassified into €arnings..........cecceveeveereeieneeiienenienieeeeneseeneenes 1,026
Change in fair value of derivatives .........ccceeceverieneniencneereceeseeeeeee (2.146)
Accumulated derivative loss included in accumulated other
comprehensive loss as of December 31, 2002.........ccccoeveeienenennne. $ (5.472)

Note 7. Segment Reporting

We have the following reportable segments based on the types of our financings:
e Equipment financing, which includes:

e  Sophisticated medical equipment financing directly to U.S. and international end users,

e Medical equipment contracts acquired from originators that generally do not have access to cost-effective
permanent funding and

e “Small ticket” equipment financing.

e  Medical receivables financing, which includes:

e Medical receivable lines of credit issued to a wide variety of healthcare providers and
e  Software tracking of medical receivables.

e Corporate and all other, which includes:

e Interim real estate financing, mortgage loan placement, subordinated debt financing for assisted living facilities and,
to a lesser extent, merger and acquisition advisory services to our customers operating in the long-term care,
assisted care and specialized hospital markets;

e  Asset-backed financing (including lease lines of credit) to emerging growth companies;

e Respiratory services and

e Miscellaneous financial advisory services, corporate income and overhead allocations.

For management reporting purposes, the effects of initial direct costs (“IDC”) as defined in paragraph 24 of SFAS No. 91,
Accounting for Nonrefundable Fees and Costs Associated with Originating or Acquiring Loans and Initial Direct Costs of
Leases, are not considered when assessing the performance of business segments. Therefore, all aspects of IDC (IDC offset,
IDC asset, IDC amortization and IDC reduction to gross gain) are allocated to the corporate and all other segment.

For segment reporting, management elects to require each unit to maintain an allowance for losses on receivables based on a
ratio of net financed assets. The provision for losses on receivables reflects the required amount to maintain the allowance
ratio and their portfolios’ net charge-offs. The corporate and all other segment is the balancing segment for the remaining
provision for losses, which will reflect variances in the overall allowance ratio.

Monthly interest expense for warehouses and securitization debt are expensed to the divisions based upon the underlying
collateral and advance rates. The interest expense for unsecured debt is charged according to the amount allocated on the
balance sheet using the quarterly yield of unsecured debt. On the balance sheet, unsecured debt is allocated according to the
percent of unsecured debt to the sum of the unsecured debt and shareholders’ equity at the consolidated level. Income taxes
are allocated to each division using the best estimate of tax rates for that division.
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The following information reconciles our reportable segment information to the consolidated financial statement totals:

Three Months Ended December 31, 2002

Total Finance and Interest Net
(in thousands of dollars) Other Income Expense Earnings
Equipment financing..........ccocceveeveveceeeerennennns $ 24,570 $ 16,664 $10,427
Medical receivables financing 7,116 3,124 851
Corporate and all other .............. (645) 937 (6,041)
Consolidated total ..........ccceevevieererieennnnnn. $ 31,041 $ 20,725 $ 5,237

Six Months Ended December 31, 2002

Total Finance and Interest Net Net Financed

(in thousands of dollars) Other Income Expense Earnings Assets (1)
Equipment financing.........c.cccoeevevvereevennennnnne. $ 53,494 $ 34,076 $ 17,443 $ 1,064,899
Medical receivables financing 14,121 6,362 1,125 280,310
Corporate and all other .............. (694) 1,126 (8.258) 60,777
Consolidated total ...........cccoeevevveereenenne. $ 66,921 $41,564 $10,310 $ 1,405,986

Three Months Ended December 31, 2001

Total Finance and Interest Net
(in thousands of dollars) Other Income Expense Earnings
Equipment financing...........coccecevevevcnencnennee $ 28,407 $17,138 $ 7,299
Medical receivables financing ...........ccccvenenne 6,791 3,486 633
Corporate and all other .........ccoccoecvevieeieviennene (1,059) 514 (1,659)
Consolidated total ..........coceereeeriririnnen. $ 34,139 $21,138 $ 6,273

Six Months Ended December 31, 2001

Total Finance and Interest Net Net Financed

(in thousands of dollars) Other Income Expense Earnings Assets (1)
Equipment financing.........cccceecvevverenvenrennnnne $ 53,685 $ 34,761 $ 13,059 $ 990,895
Medical receivables financing ............c.ecveneeee. 13,953 7,618 909 286,612
Corporate and all other .........ccocceeevevieeieviennene (1.914) 837 (1,535) 58.011
Consolidated total ...........ccceevevveereenennn. $ 65724 $43,216 $ 12,433 $ 1,335,518

(1) Net financed assets represent the earning assets. It is comprised of the following line items on the balance sheet:

e  The net investment in direct financing leases, notes and medical receivables,
e Retained interests in securitizations and
e  Building and equipment on operating leases.

15



Geographic Information

We attribute finance and other income earned and net financed assets to geographic areas based on the location of our
subsidiaries. Finance and other income earned and the balances of net financed assets for the three and six-month periods
ended and as of December 31, 2002 and 2001 by geographic area are as follows:

Three Mos. Ended
December 31, 2002 Six Months Ended December 31, 2002

Total Finance and Total Finance and Net Financed
(in thousands of dollars) Other Income Other Income Assets
United StatesS........ooovveeeeeeieeeieeceeeee e $ 21,406 $ 48,023 $ 1,017,579
International 9,635 (1) 18,898 388.407 (2)
$ 31,041 $ 66,921 $ 1,405,986

Three Mos. Ended
December 31, 2001 Six Months Ended December 31, 2001

Total Finance and Total Finance and Net Financed
(in thousands of dollars) Other Income Other Income Assets
United StatesS........ooovveeeeeeeeeeieeeeeeee e $ 23,334 $ 46,549 $ 981,810
International...........cccooveevieceiecieeieeeeeeeene 10,805 19,175 353,708
TOtal..ceveeeeeeeeeee e $ 34,139 $ 65,724 $ 1,335,518

(1) The following countries whose net financed assets were 1% or more of total net financed assets had finance income of:
Brazil ($6,269), the United Kingdom ($2,256), Italy ($1,647), Turkey ($1,012), Singapore ($884), Australia ($663),
Poland ($542) Germany ($526) and Spain ($518).

(2) Included in this amount are the following countries whose net financed assets were 1% or more of total net financed
assets: Brazil ($111,294), the United Kingdom ($55,404), Italy ($47,135), Singapore ($24,459), Turkey ($21,163),
Germany ($17,586), Australia ($15,530), Poland ($15,372) and Spain ($14,581).

Major Customer Information

We have no single customer that accounts for 10% or more of revenue for the three and six months ended December 31,
2002 and 2001. The country of Brazil accounts for 12.2% of finance income for the six months ended December 31, 2002.
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Note 8. Guarantees

We have domestic and international agreements in effect in which the obligations of various DVI subsidiaries are guaranteed
by their respective parent companies. We also have agreements in effect that guarantee to our majority interest and joint
venture counterparties the customer payments of certain Latin American and Japanese contracts. All of these guarantees
expire at various dates through May 2005. We do not have any agreements outstanding in which DVI guarantees the

obligations of an unrelated third party. The following summarizes our guarantees held at December 31, 2002:

(in millions of dollars)

*®

Type of Country / Guarantee

Facility Region Obligor Guarantor Amount

Domestic:
Equipment U.S. DVI Financial Services Inc. DVI, Inc. $ 200.5
Medlcgl U.S. DVI Business Credit Corporation DVI, Inc. 68.5
Receivables
269.0
International:
Equipment . . . DVI, Inc.,
Latin America MSF Holding Ltd. DVIFS 46.1
Equipment UK. DVI Healthcare Finance Limited DVI, Inc. 39.7
Equipment Italy DVI Italia, S.r.l. DVI, Inc. 38.0
Equipment Pagﬁc Rm}/ DVI Financial Services Inc. DVI, Inc. 37.9
Latin America

Equipment Germany DVI International (Deutschland) GmbH DVI, Inc. 233
Equipment Japan DVI Financial Services Inc. DVI, Inc. 11.6
Equipment Spain DVI Servicios de Renting, S.A. DVI, Inc. 9.3
Equipment South Africa DVI Finance S.A. (Proprietary) LTD. DVI, Inc. 7.5
Equipment Australia DVI Financial Services (Australia) Ltd. DVI, Inc. 7.4
Equipment Turkey DVI Financial Services Inc. DVI, Inc. 6.4
Equipment The Netherlands Medi Lease en Financiering B.V. DVI, Inc. 1.8
Equipment Pacific Rim Medical Equipment Credit Pte. DVI, Inc. 1.6
230.6
TOtAl GUATANEIEES ....c.eveneririeiiietet ettt ettt ettt ettt ettt et s a bt n bt a et sebese et eaeene st s b e e enenennene $ 499.6

Represents guarantees for customer payments related to loans placed by our Japanese joint venture.

Note 9. Subsequent Events

As part of a program to repurchase the outstanding minority interests in certain of the Company's international joint ventures,
the Company purchased 6.64% of the outstanding common stock in MSF, its Latin America joint venture, for $1,104,109 on
January 17, 2003. The related book value of the subsidiary's common equity was $896,531. The Company intends to
complete additional purchases in the upcoming quarter. The aggregate of the related book values of the common equity
interests purchased is expected to exceed the aggregate purchase price.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Liquidity and Capital Resources

The strategies employed by DVI and its use of warehouse and long term financing to finance its operations remain consistent
with those methodologies described in our June 30, 2002 Form 10-K report. Please refer to the Liquidity and Capital
Resources section of our 10-K for a full discussion of these strategies and specific detail relating to credit facilities available
to the Company.

In the first fiscal quarter ending September 30, 2002, DVI announced its intention to reduce its international exposure, which
should result in a reduction of our assets and liabilities internationally. Over time, this will allow for a return of capital to the
U.S. and should improve our overall liquidity.

Warehouse Facilities

To meet our requirements for increased warechouse funding, we have expanded our warechouse facilities with banks and have
obtained warchouse credit facilities with investment banking firms we use for our securitizations. At December 31, 2002, we
had available an aggregate of $544.4 million under various warehouse credit facilities for medical equipment and medical
receivables financing, consisting of $323.6 million available for domestic equipment contracts, $187.8 million for
international contracts, and $33.0 million for medical receivables contracts. All of our warehouse credit facilities are
available on a committed basis, for which we pay a fee. The continued availability and renewal of these facilities at maturity
are dependent upon our credit quality and the adherence to financial covenants contained in these agreements. We are
required to adhere to financial covenants contained in our warehouse borrowing agreements, which include maximum levels
of permitted leverage, net worth, and fixed charge coverage.

Permanent Funding Methods

Through December 31, 2002, we have completed 32 securitizations for medical equipment and medical receivables
financings totaling approximately $4.8 billion, consisting of public debt issues totaling $3.1 billion and private placements of
debt and contract sales totaling $1.7 billion. We expect to continue to use securitization (on both a public and private basis)
or other structured finance transactions as our principal means to permanently fund our contracts for the foreseeable future.

The off-balance sheet assets at December 31, 2002 totaled $1.423 billion.

We have $255.0 million available under a credit facility with the option to sell to it certain equipment contracts. As of
December 31, 2002, $163.8 million was sold to this facility.

We believe that our present warehouse and permanent funding sources are sufficient to fund our current needs for our
equipment and medical receivables financing businesses.

The following is an analysis of our contractual obligations and commercial commitments:

Less than After
(in_thousands of dollars) 1 year 1-3 years 4-5 years 5 years Total
Long-term debt .......cccooeieinininceeccceeee $ 371,767 $ 394,754 $ 67,054 $ 32,704 $ 866,279
Facility 1ases ......c.coeereeeeerenenieeceercee e 2,991 4.022 3.120 3.605 13,738
Total contractual cash obligations .................... § 374,758 $ 398,776 $ 70,174 $ 36,309 $§ 880,017

Financial Condition
Total shareholders’ equity increased $15.7 million to $245.3 million at December 31, 2002 from $229.6 million at June 30,

2002. The increase was primarily due to net earnings of $10.3 million, currency translation adjustments of $3.0 million, the
issuance of common stock upon exercise of exchange rights of $1.8 million, the conversion of subordinated notes totaling
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$1.0 million and the exercise of exchange rights of $0.9 million, offset by unrealized losses on derivative instruments
designated as cash flow hedges of $1.1 million.

Related Parties

At December 31, 2002, related party contract receivables totaled $33.9 million. Amortization of finance income was not
recorded on these contracts for the three or six months ended December 31, 2002. Related party amounts for the respective
periods presented have been disclosed on the face of the financial statements. Please refer to our June 30, 2002 Form 10-K
for identification and a description of the nature of these transactions.

Results of Operations

The company reported net earnings of $5.2 million, or $0.35 per diluted share, for the quarter ended December 31, 2002 as
compared with net earnings of $6.3 million, or $0.41 per diluted share, for the quarter ended December 31, 2001. For the six
months ending December 31, 2002, the company reported net earnings of $10.3 million or $0.66 per diluted share, compared
to net earnings of $12.4 million, or $0.81 per diluted share in the prior year.

Total equipment financing contracts originated, placed, and acquired totaled $288.1 million for the three months ended
December 31, 2002, which was 7.9% higher than the total of $267.0 million recorded in the same period last year. The
growth was due to increased domestic new business volume. The international new business volume was essentially flat
with the levels reported a year ago. For the six-month period ended December 31, 2002, total equipment financing contracts
originated, placed, and acquired totaled $559.4 million or 4.3% higher than the total of $536.5 million reported in the same
period a year ago. Of this, the domestic new business volume was higher by 4.0% and the international new business
volume was higher by 5.4% compared to the levels reported one year ago.

New commitments in our medical receivables business were $11.4 million and $18.8 million for the three months and six
months ended December 31, 2002 respectively. This compares to $41.4 million and $100.1 million for same periods last
year. The combination of a weaker economic environment and increased competition led partly to the decline. The medical
receivables business also experienced a loss of momentum during the first half of this fiscal year after the announcement of
moving its headquarters location from Newport Beach, California to DVI’s corporate headquarters in Jamison, Pennsylvania.
An increase in the level of new commitments in future periods is anticipated when the move is completed. The medical
receivables business move to Jamison is expected to produce synergies and cross-selling opportunities with our core
equipment financing business.

Net financed assets increased 5.3% to $1.406 billion at December 31, 2002 when compared to the total as of December 31,
2001 and was down slightly from the level at June 30, 2002. Not included in net financed assets were the contracts sold
under securitization transactions but still serviced by us, which increased 18.5% to $1.423 billion as of December 31, 2002
from the level a year ago. Compared to June 30, 2002, the level of contracts sold under securitization transactions but still
serviced by us grew 6.0%. Managed net financed assets, the aggregate of those appearing on our balance sheet and those
which have been sold and are still serviced by us, totaled $2.733 billion as of December 31, 2002, representing a 9.9%
increase over the total as of December 31, 2001. Compared to June 30, 2002 managed net financed assets grew by 2.6%.
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The following represents a summary of the components of net financed assets:

December 31, June 30,

(in thousands of dollars) 2002 2002
Receivables in installments (1) .........cccveveveveevvereeerenennee. $ 1,137,314 $ 1,165,368
Receivables and notes — related parties, net..................... 33,852 29,321
Net notes collateralized by medical receivables.............. 278,993 275,463
Residual valuation ..........ccccoooevvviivieiieiieeceeeceeeeeeeeeeee 26,222 22,547
Unearned iNCOME........ccuveuerieeiereieierieeienteereseeeeneseeennenns (138,506) (133,175)
Retained interests in securitizations..............ccceeveeeeueenn. 56,055 47,831
Building and equipment on operating leases, net ............ 12,056 11,965

Net financed assetS.........ovveveevreereevreereerreeeereereeneens $ 1,405,986 $ 1,419,320

(1) For analysis purposes, receivables in installments at June 30, 2002 includes $6.8 million in contracts from three
countries (Turkey - $3.4 million, Singapore - $0.3 million and Germany - $3.1 million) for equipment redeployed
with another user on similar terms that are included in repossessed assets on the balance sheet at June 30, 2002.

The level of medical receivable commitments at December 31, 2002 totaled $479.7 million. This is down $72.6 million or
13.1% from the commitment level one year earlier and is down $101.2 million or 17.4% from the level at June 30, 2002.
The majority of the reduction in commitments occurred during the most recent quarter and represented mostly commitments
without any outstanding medical receivable balances. The outstanding medical receivable balances at December 31, 2002
totaled $279.0 million, a decrease of $9.9 million or 3.4% from the total as of December 31, 2001 and an increase of $3.5
million or 1.3% compared to June 30, 2002. Total outstanding medical receivables balances as a percent of the total
commitment level at December 31, 2002 was 58.2%, compared to 52.3% at December 31, 2001 and 47.4% at June 30, 2002.

Amortization of finance income totaled $24.6 million and $51.5 million, respectively, for the three and six months ended
December 31, 2002. This compares to $29.0 million and $56.8 million reported in the respective three and six-month
periods last year. The overall decrease in both periods was the result of lower market interest rates and a higher level of non-
accruing assets. Changes in market rates influence portions of the portfolio that have short-term interest rate reset
characteristics and have a weighted impact on the average portfolio yield when new business is originated at yields different
from the existing portfolio. The effect of the lower average portfolio yield, which declined to 6.5% from 7.9% in the current
quarter versus last year, reduced the amortization of finance income by $5.1 million. Of this, approximately $2.0 million can
be attributed to the higher level of non-accruing assets, which increased on average $100.2 million compared to the same
quarter a year ago. During the six-month period compared to last year, the effect of the lower average portfolio yield, which
declined to 6.8% from 8.1%, reduced the amortization of finance income by $9.5 million. Of this, approximately $2.9
million can be attributed to the higher level of non-accruing assets, which increased on average $83.5 million compared to
the same six-month period a year ago. In general, the rise in non-accruing assets is related to the effects of the economy.
Excluded from the yield calculation above is finance income recognized on a deeply-discounted contract receivable portfolio
in Latin America. This income totaled $0.8 million and $2.0 million in the three and six-month period ended December 31,
2002 compared to $1.7 million reported in both the three and six-month periods last year. Separately, additional income in
the current periods resulted from a higher level of net financed assets compared to a year earlier. Average net financed assets
totaled $1.460 billion and $1.464 billion in the three and six-month periods just ended, representing increases of $80.8
million and $96.4 million compared to the same periods a year ago. This added $1.6 million and $3.9 million to the
amortization of finance income in the three and six-month periods just ended compared to a year ago.

Other income totaled $6.4 million and $15.4 million in the three and six months ended December 31, 2002 compared to $5.2
million and $8.9 million in the same periods last year. Valley income contributed $2.7 million and $5.2 million to the current
three and six-month periods. Valley income was not consolidated in last year’s numbers. Other significant income items
recognized include a $0.2 million international consulting fee and $0.2 million in prepayment penalty fees recorded in the
three months ended December 31, 2002 and a $2.8 million prepayment penalty fee recorded in the three months ended
September 30, 2002. A year ago, in the three months ended December 31, 2001, we recognized $1.2 million for a variety of
fees from a major client refinancing, $0.2 million of disposal fees, and $0.3 million of non-recurring audit and late fees. In
the three months ended September 30, 2001, we recognized $0.4 million from the sale of an imaging center and $0.2 million
from forfeited deposits. Outside of these items, the remaining balance of other income was flat in the current three-month
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period compared to a year ago and up $0.4 million or 6.1% in the current six-month period compared to a year ago. Higher
origination fees, commitment fees, and over-advance fees in our medical receivables business and broker fees earned in our
Japanese joint venture operation contributed to the increase.

Similar to the amortization of finance income, interest expense is influenced by the change in the level of market interest
rates and the change in the level of the average balances that accrue interest. For the three and six months ended December
31, 2002, interest expense was down $0.4 million to $20.7 million and down $1.7 million to $41.6 million, respectively,
compared to the same periods last year. The rate on the average level of interest-bearing debt was 6.6% and 6.4% for the
current three and six-month periods versus 6.8% and 7.2% last year. Here again, as with the amortization of finance income,
the change in market rates influences portions of the interest-bearing liabilities portfolio that has short-term interest rate reset
characteristics and has the weighted impact on the average portfolio rate when changes in borrowing amounts are at different
rates than the existing portfolio. The impact of this lower rate was a reduction to interest expense of $0.9 million and $4.9
million for the three and six-month periods. Higher average interest-bearing liabilities of $28.7 million and $89.8 million in
the two periods respectively, however, raised borrowing costs by $0.5 million and $3.2 million. The increase in the level of
borrowing in both periods was used to fund the higher level of the net financed assets mentioned earlier.

The net gain on sale of financing transactions totaled $16.6 million and $30.2 million for the three and six months ended
December 31, 2002. This represents a respective increase of 30.5% and 9.2% from last year’s levels. For the three months
ended December 31, 2002, the $16.6 million gain reflected a 9.1% spread on the $183.0 million of contracts sold. This
compares to a $12.7 million gain in the same three-month period last year when we earned a 7.7% spread on the $165.9
million of contracts sold. For the six months ended December 31, 2002, the $30.2 million gain reflected an 8.6% spread on
the $348.9 million of contracts sold. This compares to a $27.6 million gain in the six-month period last year when we earned
an 8.5% spread on the $324.5 million of contracts sold. Of the higher-level gain in the three-month period, $2.6 million was
due to an increase in the spread earned in the securitization market compared to a year ago and $1.3 million was due to a
larger amount of contracts sold. Of the higher-level gain in the six-month period, $0.5 million was due to an increase in the
spread earned in the securitization market compared to a year ago and $2.1 million was due to a larger amount of contracts
sold.

Each quarter we perform impairment analyses of our retained interests and servicing rights by analyzing the current
adequacy of the key assumptions and by reassessing the anticipated cash flows resulting from the retained interests. As of
December 31, 2002, we determined that there was not any impairment to the carrying values of retained interests and
servicing rights.

Net selling, general and administrative expenses (“SG&A”) totaled $16.5 million and $31.2 million in the three and six-
month periods ended December 31, 2002. Valley contributed $2.4 million and $4.7 million to the current year three and six
month periods. There was no Valley expense in last year’s numbers. Outside of the expenses related to Valley, the
remaining balance of SG&A in the three and six-month periods was higher by $1.2 million or 9.3%, and $3.0 million or
12.9%, compared to the respective periods last year. Areas of higher growth include employee benefit costs which have
been affected by rising medical insurance premiums; consulting costs related to the resolution of loan delinquencies;
equipment costs related to new computer software and equipment; property tax due to one-time expenses associated with
disposed contracts; currency exchange losses connected mostly to our Latin American operations; and amortization expense
related to the write-down of our goodwill in South Africa. A lower IDC offset (a reduction to expense and an increase to the
deferred asset) also contributed to the higher net expense. Partially offsetting these increased costs were lower travel and
entertainment expense and lower legal expense.

The loss on impairment of repossessed assets was $19,000 and $0.3 million in the current three and six-month periods
compared to a loss of $0.7 million and $1.1 million in the same periods last year. Included in the current three month period
was a $0.2 million gain from the sale of international residuals. A gain of $0.4 million from the sale of international
residuals occurred in the six-month period last year. The majority of the losses result from subsequent write-downs of
property values held as repossessed assets.

The allowance for losses on receivables was $22.5 million at December 31, 2002, or 1.60% of net financed assets, compared
to $25.6 million or 1.81% of net financed assets at June 30, 2002. The decrease in the level of the allowance was due
primarily to the charge-off of receivables in the current quarter previously reserved for in the June 30, 2002 allowance
balance. The allowance level overall at December 31, 2002 and at June 30, 2002 is based on our assessment of probable
credit losses at that time.
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Net charge-offs for the three and six-month periods ended December 31, 2002 were $6.8 million and $9.4 million
respectively, compared with $2.4 million and $4.9 million for the same periods last year. Two large receivable charge-offs
totaling $5.4 million occurred in the current quarter within the discontinued business operations of Third Coast Capital. Also
included in the net charge-off figures are recoveries on receivables previously charged off, which totaled $0.6 million and
$0.8 million in the three and six-month periods this year compared to recoveries of $0.2 million and $0.3 million for the
same three and six-month periods last year. The provision for losses on receivables charged to our Statement of Operations
for the current three and six-month periods was $2.4 million and $6.0 million, compared with $1.8 million and $4.4 million
for the same periods last year.

The provision for income taxes decreased 23.7% to $2.8 million in the current three months compared to a year ago and
decreased 9.1% to $7.9 million in the current six months compared to a year ago. Included in the current year three and six-
month numbers is a one-time $1.3 million tax benefit related to past losses associated with Valley. The effective tax rate
excluding this tax benefit for the three and six months ended December 31, 2002 was 51.6% and 51.1%, respectively. This
effective rate is higher than the U.S. statutory rate of 35%. State income taxes, foreign withholding taxes (which are not
affected by a decrease in pre-tax earnings) and our inability to record a tax benefit for some of our foreign losses all increase
the effective rate.

Business Segments

Equipment Financing

Comparing the three months ended December 31, 2002 to the same period of the prior vear:

Net earnings for the quarter ended December 31, 2002 was $10.4 million compared to $7.3 million in the same the quarter
last year. Net financed assets increased $74.0 million to $1.065 billion at December 31, 2002 from $990.9 million as of
December 31, 2001.

The amortization of finance income decreased $3.2 million from the prior year. Average net financed assets increased $89.5
million, contributing $2.0 million to finance income; however, a decline in the overall yield earned reduced finance income
by $4.2 million. The average yield for the three months ended December 31, 2002 was 7.3% compared to 8.8% in last year’s
second quarter. The lower yield resulted from an increase in non-accruing assets and a decline in market rates. On average,
non-accruals increased $93.7 million year-to-year, negatively affecting income by approximately $2.1 million. In general,
the rise in non-accruing assets is related to the effects of the economy. Excluded from the yield calculation is finance income
recognized on a deeply-discounted contract receivable portfolio that was discussed previously. This income totaled $0.8
million in the three-month period ended December 31, 2002 compared to $1.7 million reported in the same period last year.

Other income decreased $0.7 million from the prior year. Included in the three months ended December 31, 2002 was a $0.2
million international consulting fee and $0.2 million in prepayment penalty fees. In the same quarter of the prior year, the
Equipment Financing segment received $1.2 million for a variety of fees from a major client refinancing, $0.2 million of
disposal fees, and $0.1 million of non-recurring late fees. The remaining balance of other income grew $0.5 million, or
24.2%. This improvement reflects an increase in service fee income and broker fees earned in our Japanese joint venture
operation. The higher service fee income was due to a larger off-balance sheet portfolio.

Interest expense declined $0.5 million from the prior year. The rate on average interest-bearing debt was 6.6% during the
three months ended December 31, 2002 compared with 7.4% for last year’s quarter. The lower rate was primarily due to the
decline in market yields and, as a result, reduced interest expense by $1.8 million. Offsetting this decrease was $1.3 million
of higher interest costs related to a $73.3 million increase in the level of average interest-bearing liabilities. This increased
liabilities balance was the product of funding a larger net financed asset portfolio.

The provision for losses totaled $1.7 million and was flat with the provision for losses in the same period a year ago. Net
charge-offs in the current quarter totaled $1.4 million compared to $1.7 million last year.

In the current three months, there was a gain of $0.2 million resulting from inventory sold compared to a loss of $0.8 million
in the same period last year from the impairment of repossessed assets. Included in the current three-month period was a
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$0.2 million gain from the sale of international residuals. The majority of the losses result from subsequent write-downs of
property values held as repossessed assets.

Net SG&A expenses increased $0.7 million, or 6.5%. Higher staff-related expenses, equipment costs and currency exchange
losses, primarily in our Latin America operation, contributed to the increase. Legal and consulting expenses decreased in the

quarter ended December 31, 2002 when compared to the same period of the prior year.

Comparing six months ended December 31, 2002 to the same period of the prior year:

Net earnings for the six months ended December 31, 2002 totaled $17.4 million compared to $13.1 million in the same
period last year.

The amortization of finance income decreased $2.7 million from the prior year. Average net financed assets increased $97.7
million, contributing $4.3 million to finance income; however, a decline in the overall yield earned reduced finance income
by $7.4 million. The average yield for the six months ended December 31, 2002 was 7.5% compared to 8.8% in last year’s
six-month period. The lower yield resulted from an increase in non-accruing assets and a decline in market rates. On
average, non-accruals increased $81.6 million year-to-year, negatively affecting income by approximately $3.0 million. In
general, the rise in non-accruing assets is related to the effects of the economy. Excluded from the yield calculation is
finance income recognized on a deeply-discounted contract receivable portfolio that was discussed previously. This income
totaled $2.0 million in the six-month period ended December 31, 2002 compared to $1.7 million reported in the same period
last year.

Other income increased $2.6 million from the prior year. During the six months ended December 31, 2002, there was $3.0
million in prepayment penalty fees and a $0.2 million international consulting fee. In the first six months of the prior year
the Equipment Finance segment recorded $0.4 million from the sale of an imaging center, $1.2 million for a variety of fees
from a major client refinancing, and $0.4 million of disposal fees and non-recurring late fees. The remaining balance of
other income grew $1.3 million, or 30.7%. This improvement reflects an increase in service fee income and broker fees
earned in our Japanese joint venture operation. The higher service fee income was due to a larger off-balance sheet
portfolio.

Interest expense declined $0.7 million over the prior year. The rate on average interest-bearing debt was 6.7% during the six
months ended December 31, 2002 compared with 7.6% in last year’s first six months. The lower rate was primarily due to
the decline in market yields and, as a result, reduced interest expense by $4.7 million. Offsetting this decrease was $4.0
million of higher interest costs related to a $106.3 million increase in the level of average interest-bearing liabilities. This
increased liabilities balance was the product of funding a larger net financed asset portfolio.

Provision for losses decreased $0.2 million to $4.2 million from $4.4 million a year ago. Net charge-offs in the first six
months totaled $4.0 million compared to $4.1 million last year.

The loss on impairment of repossessed assets was $32,000 in the current six months compared to a loss of $1.2 million in the
same period last year. Included in the current six-month period was a $0.2 million gain from the sale of international
residuals. A gain of $0.4 million from the sale of international residuals occurred in the six-month period last year. The
majority of the losses result from subsequent write-downs of property values held as repossessed assets.

Net SG&A expenses increased $1.7 million, or 9.1%. Higher staff-related expenses, equipment costs and currency exchange
losses, primarily in our Latin America operation, contributed to the increase. Legal and consulting expenses decreased in the
six-month period ended December 31, 2002 when compared to the same period of the prior year.

Medical Receivables Financing

Comparing the three months ended December 31, 2002 to the same period of the prior year:

Net earnings for the quarter ended December 31, 2002 was $0.9 million compared to net earnings of $0.6 million for the
prior year. Net financed assets at December 31, 2002 were $280.3 million, a decrease of $6.3 million or 2.2% from the
amount at December 31, 2001. Commitments at December 31, 2002 were $479.7 million compared to $552.3 million at
December 31, 2001. The majority of the reduction in the level of commitments occurred during the most recent quarter and
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represented mostly unfunded medical receivable lines. The medical receivables outstanding as a percent of the total
commitment level at December 31, 2002 was 58.2% compared to 52.3% at December 31, 2001.

Average net financed assets for the three months just ended increased 10.5%, or $28.9 million, to $304.0 million when
compared to the same period a year ago. The amortization of finance income increased $0.1 million from last year’s level.
Income from the higher level of average net financed assets contributed $0.5 million. A lower portfolio yield, however,
resulted in a decrease to income of $0.4 million compared to a year ago as the variable rates in the medical receivables
portfolio reset to lower market rates. Overall, the average portfolio yield in the quarter ended December 31, 2002 was 6.8%
compared to 7.3% last year.

Other income in the current quarter totaled $2.0 million compared to $1.8 million in the same quarter a year ago. Included in
the prior year was a $0.2 million non-recurring audit fee. Excluding this fee, the current quarter other income was up $0.4
million, or 22.8%. Higher over-advance fees coupled with higher origination fees and commitment fees provided the
improvement.

Interest expense was lower by $0.4 million compared to the prior year. The average rate on the segment’s interest bearing
debt dropped to 5.0% from 5.2% in the preceding year’s second quarter as the market interest rates declined. The average
balance of interest bearing debt was $251.4 million, a decrease of $16.8 million from the prior year’s level. The lower rate
reduced the interest expense by $0.2 million and the decreased average debt balance subtracted $0.2 million.

Net SG&A expense in the current fiscal year second quarter was $2.6 million, or $0.4 million higher than the same quarter
last year. Higher consulting expense was the major contributor to the rise in costs. The consulting expense level and the
level of expenses overall are expected to decline in future periods once the move of the Medical Receivables business from
Newport Beach, CA to Jamison, PA is complete.

The provision for losses on receivables was essentially zero in the second quarter this year compared to $0.1 million in the
second quarter last year. There were no charge-offs in either quarter.

Comparing six months ended December 31, 2002 to the same period of the prior year:

Net earnings for the six months ended December 31, 2002 was $1.1 million compared to net earnings of $0.9 million in the
prior year.

Average net financed assets in the six months just ended increased 11.2%, or $30.0 million, to $298.8 million when
compared to the level in the same period a year ago. The amortization of finance income decreased $0.4 million from last
year’s level as the variable rates in the medical receivable portfolio reset to lower market rates compared to a year ago. The
decline in income due to the lower rates was $1.6 million, while the $30.0 million increase in average net financed assets
added $1.2 million to finance income. Overall, the average portfolio yield in the six-month period ended December 31, 2002
was 6.9% compared to 8.0% last year.

Other income in the current six months totaled $3.8 million, up $0.5 million from the prior year. The prior year included
$0.2 million from forfeited deposits and $0.2 million of non-recurring audit fees. Outside of these two items, fees in the
current period were up $0.9 million, or 30.6%. Overall, fees in the current six-month period were higher in most categories
with the highest growth in over-advance fees, origination fees and commitment fees.

Interest expense was lower by $1.3 million compared to the prior year. The average rate on the segment’s interest bearing
debt dropped to 4.9% from 6.0% in the preceding year’s six-month period as the market interest rates declined. The average
balance of the interest bearing debt was $258.0 million, an increase of $3.8 million from the prior year’s level. The lower
rate reduced the interest expense by $1.4 million while the increased average debt balance added $0.1 million to interest
expense.

Net SG&A expense for the six months ending December 31, 2002 was $5.8 million, or $1.2 million higher than the same
period last year. Higher consulting expense was the major contributor to the rise in costs. The consulting expense level and
the level of expenses overall are expected to decline in future periods once the move of the Medical Receivables business
from Newport Beach, CA to Jamison, PA is complete.
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The provision for losses on receivables was essentially zero in the first six-month period this year compared to $0.2 million
last year. There were no charge-offs during the current year compared to $30,000 in charge-offs during the six months last
year.

Corporate and All Other

Comparing the three months ended December 31, 2002 to the same period of the prior year:

For the quarter ended December 31, 2002, the Corporate and All Other segment reported a net loss of $6.0 million compared
to a net loss of $1.7 million reported in the second quarter last year.

Net financed assets grew $2.8 million to $60.8 million as of December 31, 2002 from $58.0 million at December 31, 2001.
Included in this increase is $39.7 million for unexercised rights without obligation to repurchase delinquent off-balance sheet
contracts in accordance with the Removal-of-Accounts Provisions (ROAPS) under SFAS No. 140. Partially offsetting the
increase was $14.2 million for the elimination of the Valley contracts and receivables and a $13.0 million decline in the
assisted living portfolio. These ROAP provisions had no effect on our Statement of Operations.

Overall, finance and other income increased $0.4 million from the prior year. Excluding the impact of Valley, finance and
other income decreased $2.3 million. Average net financed assets, excluding initial direct costs (“IDC”), decreased to $16.5
million from $46.5 million a year ago. As a result of the lower average balance, finance income declined $0.8 million in the
quarter just ended. A lower yield on the portfolio in the current quarter compared to last year, due in part to a $4.6 million
higher level of non-accruing assets, further reduced finance income by $0.4 million. Within other income, net service fee
income declined $0.9 million year-to-year. In addition, as explained further below, the amortization of the deferred IDC
expense was higher by $0.3 million in the current quarter.

The net impact of IDC was a $0.4 million reduction to pretax earnings for the quarter ended December 31, 2002. During the
same quarter last year, the net impact of IDC was a $0.1 million reduction. In the current quarter, the deferred expense
recorded on the balance sheet totaled $14.9 million, the IDC offset (a reduction to expense and an increase to the deferred
expense) was $5.0 million, the IDC reduction to the gross gain was $3.2 million and the IDC amortization (a reduction to
amortization of finance income) was $2.2 million. For second quarter last year, the deferred expense recorded on the balance
sheet totaled $14.6 million, the IDC offset was $5.8 million, the IDC reduction to the gross gain was $3.8 million and the
IDC amortization was $2.0 million.

SG&A expenses, excluding the IDC offset noted above, increased $1.9 million when compared to the same period last year.
The SG&A expense increase related to Valley was $2.4 million.

The provision for losses was $0.7 million higher in the current quarter compared to the same period last year. The corporate
and all other segment reflects the total company-level provision for loss expense and allowance for loss balance, net of those
amounts reported in the other two segments. Net charge-offs totaled $5.4 million in the current three-month period versus
$0.8 million in the same three-month period last year. The charge-offs taken in the current quarter occurred within the
discontinued business operations of Third Coast Capital.

Comparing six months ended December 31, 2002 to the same period of the prior year:

For the six months ended December 31, 2002, the Corporate and All Other segment reported a net loss of $8.3 million
compared to a net loss of $1.5 million reported in the same six-month period last year.

Overall, finance and other income increased $1.2 million from the prior year. Excluding the impact from Valley, finance and
other income decreased $4.0 million. Average net financed assets, excluding initial direct costs (“IDC”), decreased to $23.0
million from $49.0 million a year ago. As a result of the lower average balance, finance income declined $1.2 million in the
six months just ended. Within other income, net service fee income declined $1.7 million year-to-year. In addition, as
explained further below, the amortization of the deferred IDC expense was higher by $0.2 million in the current six months.

The net impact of IDC was a $0.2 million reduction to pretax earnings in the six months ended December 31, 2002 compared

to a $1.0 million addition to pretax earnings in the prior year. In the current period, the IDC offset (a reduction to expense
and an increase to the deferred expense) was $11.0 million, the IDC reduction to the gross gain was $6.8 million and the IDC
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amortization (a reduction to amortization of finance income) was $4.4 million. For the six-month period last year, the IDC
offset was $11.7 million, the IDC reduction to the gross gain was $6.6 million and the IDC amortization was $4.1 million.

Excluding the IDC offset noted above, SG&A expenses increased $4.5 million when compared to the same period last year.
The SG&A expense increase related to Valley was $4.7 million.

The provision for losses was $2.0 million higher in the current six-month period versus last year. The corporate and all other
segment reflects the total company-level provision for loss expense and allowance for loss balance, net of those amounts
reported in the other two segments. Net charge-offs totaled $5.4 million in the current six-month period versus $0.8 million
in the same six-month period last year. The charge-offs taken in the current six months occurred within the discontinued
business operations of Third Coast Capital.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to two primary types of market risk: interest rate risk and foreign currency exchange risk. We actively
manage both of these risks.

Interest Rate Risk

The majority of our assets and liabilities are financial contracts with fixed and variable rates. Any mismatch between the
repricing and maturity characteristics of our assets and liabilities exposes us to interest rate risk when interest rates fluctuate.
For example, our equipment loans are structured and permanently funded on a fixed-rate basis, but we use line-of-credit
“warehouse” facilities until the permanent matched funding is obtained. Since funds borrowed through warehouse facilities
are obtained on a floating-rate basis, we are exposed to a certain degree of risk if interest rates rise and increase our
borrowing costs. In addition, when we originate equipment loans, we base our pricing in part on the spread we expect to
achieve between the interest rate we charge our equipment loan customers and the effective interest cost we will pay when
we permanently fund those loans. Increases in interest rates that increase our permanent funding costs between the time the
loans are originated and the time they are permanently funded could narrow, eliminate or even reverse this spread. In
addition, changes in interest rates affect the fair market value of fixed rate assets and liabilities. In a rising interest rate
environment, fixed rate assets lose market value whereas fixed rate liabilities gain market value and vice versa.

To manage our interest rate risk, we employ a hedging strategy using derivative financial instruments such as forward rate
agreements, Treasury locks, forward start swaps and interest rate swaps, caps and collars. We do not use derivative financial
instruments for trading or speculative purposes. We manage the credit risk of possible counterparty default in these
derivative transactions by dealing exclusively with counterparties with investment grade ratings.

Before entering into a derivative transaction for hedging purposes, we determine that a high degree of initial effectiveness
exists between the change in the value of the hedged item and the change in the value of the derivative from a movement in
interest rates. High effectiveness means that the change in the value of the derivative will be effectively offset by the change
in the value of the hedged asset or liability. We measure the effectiveness of each hedge throughout the hedge period. Any
hedge ineffectiveness, as defined by Statement of Financial Accounting Standards (“SFAS”) No. 133, is recognized in the
income statement.

There can be no assurance that our hedging strategies or techniques will be effective, that our profitability will not be
adversely affected during any period of change in interest rates or that the costs of hedging will not exceed the benefits.

The following table provides information about certain financial instruments held that are sensitive to changes in interest
rates. For assets and liabilities, the table presents principal cash flows and related weighted average interest rates by
expected maturity date at December 31, 2002. For derivative financial instruments, the table presents notional amounts and
weighted average interest rates by expected (contractual) maturity dates. These notional amounts generally are used to
calculate the contractual payments to be exchanged under the contract. Weighted average variable rates, which are generally
LIBOR-based, represent the interest rates in effect at December 31, 2002. The information is presented in U.S. dollar
equivalents, which is our reporting currency. The actual cash flows are denominated in U.S. dollars (USD), Singapore
dollars (SGD), Japanese yen (JPY), Australian dollars (AUD), British pounds (GBP), Euro (EUR), Argentine Pesos (ARS),
South African Rand (ZAR), and Hong Kong dollars (HKD), as indicated in parentheses. The table excludes investments in
direct financing leases totaling $443.6 million in accordance with disclosure requirements, although our lease contracts are
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exposed to interest rate risk. The information does not include any estimates for prepayments, reinvestment, refinancing or
credit losses.
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(in thousands of dollars)

Rate-Sensitive Assets:
Fixed rate receivables in
installments (USD) ..
Average interest rate....

Fixed rate receivables in
installments (SGD) ..
Average interest rate....

Fixed rate receivables in
installments (JPY)....
Average interest rate....

Fixed rate receivables in
installments (AUD)..
Average interest rate....

Fixed rate receivables in
installments (GBP)...
Average interest rate....

Fixed rate receivables in
installments (EUR) ..
Average interest rate....

Fixed rate receivables in
installments (ARS)...
Average interest rate....

Floating rate receivables in

installments (US)......
Average interest rate....

Floating rate receivables in

installments (EUR) ..
Average interest rate....

Floating rate receivables in

installments (ARS)...
Average interest rate....

Floating rate receivables in

installments (ZAR) ..
Average interest rate....

Floating rate notes collateralized by
medical receivables (USD)...........

Average interest rate....

Fixed rate credit

enhancements (USD)..........c.........

Average interest rate....

TotalS....ccovvveereeennnne

Average interest rate

Expected Maturity Date — Otr. Ended December 31, There- Fair
2003 2004 2005 2006 2007 after Total Value
$ 83,687 $ 71,422 §$ 57,855 $ 41,237 $ 21987 $ 10,192 $ 286,380 $ 289,602
9.50% 9.52% 9.21% 9.11% 9.21% 8.89% 9.50%

$ 720 $ 1,199 $ 1,663 $ 2,057 $§ 8,650 $ 84 § 14373 $ 13,957
8.11% 8.11% 8.11% 8.11% 8.20% 7.50% 8.11%

$ 3,042 $§ 2,793 § 1,568 § 679 $ 235 - $ 8417 § 8,046
6.39% 6.39% 6.43% 6.35% 5.98% - 6.39%

$ 429 $ 430 $ 481 $ 412 $ 436§ 1,851 § 4039 $§ 3,602
5.93% 5.93% 5.91% 5.75% 5.75% 5.75% 5.93%

$ 1,332 $ 1,055 $ 1,148 § 1,248 $ 937 - $ 5720 $ 5,620
8.49% 8.45% 8.45% 8.45% 8.45% - 8.49%

$ 10,888 $ 11,178 $§ 9,154 § 6,629 $ 2,320 $ 1,315 $ 41484 $ 40,885
8.66% 8.67% 8.68% 8.55% 8.48% 9.05% 8.66%

$ 2557 $ 616 $ 385  § 258 § 96 - $ 3912 $ 4,131
12.72% 11.06% 10.85% 9.68% 10.01% - 12.72%

$ 52,452 $ 25,077 $ 16,736 $ 11,443 $ 2,693 - $ 108,401 $ 108,401
6.96% 6.61% 6.35% 6.31% 6.32% - 6.96%

$ 153 % 306 $ 306 $ 306 $ 276 - $ 1,347 $ 1,347
5.65% 5.65% 5.65% 5.65% 5.65% - 5.65%

$ 2,030 $ 623 $ 374§ 287 - - $ 3314 $ 3314
4.28% 4.22% 4.51% 4.79% - - 4.28%

$ 1,382 $ 1,237 $ 1423 § 1,169 $ 605 - $ 5816 $ 5816
16.02% 16.02% 16.02% 16.02% 16.11% - 16.02%

$182,724 $ 44,594 $ 67,058 - - - $ 294376 $ 294,376
6.23% 5.86% 5.93% - - - 6.23%

$ 10,015 $ 9353 $§ 7905 $ 5890 $ 3,458 $ 15,725 $§ 52,346 $ 52,346
5.59% 5.52% 5.34% 5.05% 4.87% 4.71% 5.59%

$351,511 $169,883 $166,056 $ 71,615 $ 41,693 $ 29,167 $ 829925 §$ 831,443
7.26% 7.80% 7.38% 8.27% 8.42% 6.44% 71.67%
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(in thousands of dollars)

Derivatives Matched Against Assets:
Interest Rate Swaps

Pay fixed rate swaps (EUR) .................
Weighted average pay rate ...............
Weighted average receive rate..........

Rate-Sensitive Liabilities:

Variable rate borrowings under
warehouse facilities (USD)...........
Average interest rate.........c.coeeeenene.

Variable rate borrowings under
warehouse facilities (GBP)............
Average interest rate.........c.coeeeeeene

Variable rate borrowings under
warehouse facilities (EUR)...........
Average interest rate.........c.coeeeneee.

Variable rate borrowings under
warehouse facilities (ZAR)...........
Average interest rate...........coeeenene.

Fixed rate discounted
receivables (USD).......cccoevvveneennee.
Average interest rate..........ccceeeeuennene

Variable rate discounted
receivables (USD).......ccceeevveenennee.
Average interest rate...........cooeeueneee

Senior notes (USD) ....cceevveeveenivennenns
Average interest rate..........ccccecvevennene

Other debt (USD) ....ccovvveerieeieeieeins
Average interest rate..........cocceeeeuenene

Other debt (GBP) ....ccoovvevieiieieens
Average interest rate............cceeveuennene

Other debt (EUR) ......coccvveerieiiiciiein,
Average interest rate...........cooceeveneee

Other debt (HKD) ......cccveeevveviieiieinnns
Average interest rate..........cccceeeeuennene

Other debt (AUD) .....coocvveevveeieeieeins
Average interest rate..........c.cceeeeuennene

Convertible sub notes (USD) ...............
Average interest rate..........ccceeeeuennene

TotalS ....oeeeerieeeiieeeeeeeecee e

Average interest rate..........ccceeune

Expected Maturity Date — Qtr. Ended December 31, There- Fair
2003 2004 2005 2006 2007 after Total Value
$ 5214 $ 3917 - - - - $ 9,131 $ (231)
5.04% 5.35% - - - - 5.17%
2.94% 3.10% - - - - 3.01%

$204,913 - - - - - $ 204913 $ 204,913
3.43% - - - - - 3.43%

$ 22,411 - - - - - $ 22411 § 22411
6.00% - - - - - 6.00%

$ 82,125 - - - - - $ 82,125 § 82,125
4.47% - - - - - 4.47%

$ 7,507 - - - - - $ 7507 § 7,507
14.84% - - - - - 14.84%

$116,316 $ 89,449 §$ 61,389 37,579 14,689 $ 3,018 §$ 322440 § 325,697
5.44% 5.34% 5.07% 4.59% 4.26% 4.65% 5.44%

$212,508 $ 9,465 §$ 3,754 966 637 - $ 227,330 $ 227,330
2.14% 4.73% 4.73% 4.73% 4.37% - 2.14%

- $ 155,000 - - - - $ 155,000 $ 119,893
- 9.88% - - - - 9.88%

$ 18244 § 8,174 $ 29,975 2,152 - - $ 58545 § 58,156
5.39% 4.22% 3.96% 2.89% - - 5.39%

$ 5082 $ 4358 §$§ 3,797 3,251 2,626 $ 4414 § 23,528 § 12410
6.63% 6.59% 6.54% 6.56% 6.79% 6.80% 6.63%

$ 15287 $§ 7,799 $ 6,184 3,005 381 - $ 32,656 $ 26,992
6.65% 6.78% 6.82% 7.12% 6.42% - 6.65%

$ 1,630 - - - - - $ 1,630 $ 1,630
3.53% - - - - - 3.53%

$ 2,700 $ 1,312 $§ 1,348 1,066 702§ 272 °$ 7,400 $ 4,563
6.58% 6.58% 6.58% 6.58% 6.58% 6.58% 6.58%

- $ 12,750 - - - $ 25,000 $ 37,750 $§ 11,774
- 9.12% - - - 7.50% 9.13%

$688,723 $288,307 $106,447 48,019 19,035 $ 32,704 $1,183.235 $1,105.,401
3.86% 71.96% 4.92% 4.85% 4.74% 7.13% 5.22%
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Derivatives Matched Against Liabilities:

Interest Rate Swaps

Pay fixed rate swaps (USD).................. $ 75,000 $ 4,000 - - - - § 79,000 $ (868)
Weighted average pay rate ... 2.43% 5.84% - - - - 2.60%
Weighted average receive rate.......... 1.78% 1.75% - - - - 2.18%

Pay fixed rate swaps (EUR).................. - $ 10,492 - - - - $ 10,492 $ (162)
Weighted average pay rate ............... - 3.98% - - - - 3.98%
Weighted average receive rate.......... - 3.02% - - - - 3.02%

TOtalS ...ciiieieiciccecc e $ 75000 $ 14492 § 89492 § (1,030)

Changes between the total rate sensitive assets and liabilities from June 30, 2002 through December 31, 2002 were
immaterial. Derivative positions held represent the hedging of anticipated equipment securitizations and interest rate swaps
and caps to convert floating rate borrowings to fixed rates in order to minimize the interest rate mismatch to fixed rate assets.
Changes in the overall derivative positions held at December 31, 2002 compared to those held at June 30, 2002 reflect the
changes in the Company’s exposures in its financial contracts.

Foreign Currency Exchange Rate Risk

We have foreign currency exposures in our international operations due to lending in some areas in local currencies. As a
general practice, we have not hedged the foreign exchange exposure related to either the translation of overseas earnings into
U.S. dollars or the translation of overseas equity positions back to U.S. dollars. Our preferred method for minimizing foreign
currency transaction exposure is to fund local currency assets with local currency borrowings. For specific local currency-
denominated receivables or for a portfolio of local currency-denominated receivables for a specific period of time, hedging
with derivative financial instruments may be necessary to manage the foreign currency exposure derived from funding in
U.S. dollars. The types of derivative instruments used are foreign exchange forward contracts and cross-currency interest
rate swaps.

The following table provides information about certain financial instruments held that are sensitive to changes in foreign
exchange rates. For assets and liabilities, the table presents principal cash flows and related weighted average interest rates
by expected maturity date at December 31, 2002. For foreign currency forward exchange agreements, the table presents
notional amounts and weighted average exchange rates by expected (contractual) maturity dates. These notional amounts
generally are used to calculate the contractual payments to be exchanged under the contract. The information is presented in
U.S. dollar equivalents, which is our reporting currency. The actual cash flows are denominated in Singapore dollars (SGD),
Japanese yen (JPY), Australian dollars (AUD), British pounds (GBP), Euro (EUR), Argentine Pesos (ARS), South African
Rand (ZAR), and Hong Kong dollars (HKD), as indicated in parentheses. The table excludes investments in direct financing
leases totaling $187.5 million in accordance with disclosure requirements, although our lease contracts are exposed to
foreign currency rate risk. The information does not include any estimates for prepayments, reinvestment, refinancing or
credit losses.
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(in thousands of dollars)

Foreign Currency Sensitive Assets:
Fixed rate receivables in
installments (SGD) ........cccceeeuenene
Average interest rate............cceceeuenene

Fixed rate receivables in
installments (JPY)....c.cccoevvrenenne
Average interest rate..........c.cooceeueneee

Fixed rate receivables in
installments (AUD)........cccccueenee.
Average interest rate............ccecveuennene

Fixed rate receivables in
installments (GBP).........cccceceene
Average interest rate...........cooeeueneee

Fixed rate receivables in
installments (EUR) ........ccccceeeneee
Average interest rate..........c.cceceeuennene

Fixed rate receivables in
installments (ARS)......cccccoceeeienenne
Average interest rate............coceeenen.

Floating rate receivables in
installments (EUR) .........ccceeenene
Average interest rate...........cccoeveuenee

Floating rate receivables in
installments (ARS)......cccccoceeeenene
Average interest rate...........cooeenene.

Floating rate receivables in
installments (ZAR) .....ccccceceeeeniene
Average interest rate...........c.eceevneee.

TotalS ....oeeeeeieeeiieeeeeec e

Average interest rate..........cccceuene

Expected Maturity Date — Qtr. Ended December 31, There- Fair
2003 2004 2005 2006 2007 after Total Value
$ 720 $ 1,199 $§ 1,663 $ 2,057 $ 8,650 $ 84 $§ 14,373 13,957
8.11% 8.11% 8.11% 8.11% 8.20% 7.50% 8.11%
$ 3,042 $ 2,793 § 1,568 $ 679 $ 235 - $ 8417 8,046
6.39% 6.39% 6.43% 6.35% 5.98% - 6.39%
$ 429 $ 430 $ 481 $ 412 $ 436 $ 1,851 $ 4,039 3,602
5.93% 5.93% 5.91% 5.75% 5.75% 5.75% 5.93%
$ 1332 $ 1,055 $§ 1,148 § 1,248 $ 937 - $ 5720 5,620
8.49% 8.45% 8.45% 8.45% 8.45% - 8.49%
$ 10888 $ 11,178 $§ 9,154 $ 6,629 $ 2320 $ 1315 $ 41,484 40,885
8.66% 8.67% 8.68% 8.55% 8.48% 9.05% 8.66%
$ 2,557 §% 616 $ 385§ 258 $ 96 - $ 3912 4,131
12.72% 11.06% 10.85% 9.68% 10.01% - 12.72%
$ 153 § 306 $ 306 $ 306 $ 276 - $ 1,347 1,347
5.65% 5.65% 5.65% 5.65% 5.65% - 5.65%
$ 2,030 $ 623 $ 374§ 287 - - $ 3,314 3,314
4.28% 4.22% 4.51% 4.79% - - 4.28%
$ 1382 $ 1,237 $§ 1423 $ 1,169 $ 605 - $ 5816 5,816
16.02% 16.02% 16.02% 16.02% 16.11% - 16.02%
$ 22633 $ 19437 $ 16,502 $ 13,045 $ 13,555 $ 3250 $ 88422 86,718
8.76% 8.59% 8.84% 8.81% 8.46% 7.13% 8.67%
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Expected Maturity Date — Qtr. Ended December 31, There- Fair
(in thousands of dollars) 2003 2004 2005 2006 2007 after Total Value
Foreign Currency Sensitive Liabilities:
Variable rate borrowings under
warehouse facilities (GBP)............ $ 22411 - - - - - 22411  $ 22,411
Average interest rate...........ccceceeuennene 6.00% - - - - - 6.00%
Variable rate borrowings under
warehouse facilities (EUR)........... $ 82,125 - - - - - 82,125 $ 82,125
Average interest rate...........ccceceeuenene 4.47% - - - - - 4.47%
Variable rate borrowings under
warehouse facilities (ZAR)........... $ 7,507 - - - - - 7,507 $ 7,507
Average interest rate...........ccceceeuennene 14.84% - - - - - 14.84%
Other debt (GBP) .....cccovvvevicircieee. $§ 5082 § 4358 § 3,797 § 3251 § 2,626 $§ 4414 23,528 § 12,410
Average interest rate...........ccceceeuennene 6.63% 6.59% 6.54% 6.56% 6.79% 6.80% 6.63%
Other debt (EUR) .....ccovvevievreinieiennees $ 15287 § 7,799 $ 6,184 § 3,005 § 381 - 32,656 § 26,992
Average interest rate..........c..coceeveueee 6.65% 6.78% 6.82% 7.12% 6.42% - 6.65%
Other debt (HKD) ....cccovevvevreireeiennene. $ 1,630 - - - - - 1,630 $ 1,630
Average interest rate...........ccceceeuennene 3.53% - - - - - 3.53%
Other debt (AUD) ....ccoevvevreincrennee. $§ 2,700 $§ 1312 § 1,348 § 1,066 § 702§ 272 7,400 $§ 4,563
Average interest rate 6.58% 6.58% 6.58% 6.58% 6.58% 6.58% 6.58%
TOtalS . $136,742 § 13469 §$ 11329 $§ 7322 $ 3709 $ 4,686 177,257 $ 157,638
Average interest rate...........c......... 5.64% 6.70% 6.70% 6.79% 6.71% 6.79% 5.87%
Derivatives Matched Against Liabilities:
Foreign Exchange Agreements
Receive USD / Pay EUR....................... - - - $ 17,974 - - 17,974 $ 1,884
Avg. contractual exchange rate......... - - - 0.9377 - - 0.9377
Receive USD / Pay SGD.......ccccvevuennee $ 6,600 - - - - - 6,600 $ (170)
Avg. contractual exchange rate......... 1.7800 - - - - - 1.7800
Receive USD / Pay JPY ...ccoevevvevenennne $ 6,653 - - - - - 6,653 $ (107)
Avg. contractual exchange rate......... 120.71 - - - - - 120.71
Receive USD / Pay AUS.....ccccocvvenenee $ 2,103 - - - - - 2,103 $ (17)
Avg. contractual exchange rate......... 0.5568 - - - - - 0.5568
Totals ..cceoveieiiiniriceceee $ 15356 $ 17,974 33330 $  1.590

Total foreign currency sensitive assets increased $13.0 million from the total at June 30, 2002 due primarily to increases in
fixed rate receivables denominated in Singapore dollars and floating rate receivables denominated in South African Rand.
Total foreign currency sensitive liabilities increased $21.8 million from June 30, 2002, due primarily to additional warehouse

borrowings denominated in Euro and long-term borrowings denominated in Australian dollars.
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The derivative positions held at December 31, 2002 and June 30, 2002 are forward sales of currencies to hedge foreign
currency denominated assets and liabilities funded on a short-term basis with U.S. dollars.

In 2002, the government of Argentina redenominated certain U.S. Dollar contract receivables under its jurisdiction into
Argentine Pesos, and in doing so, rendered related natural hedge positions useless. The possibility exists that other countries

could enact similar legislation in the future which would expose otherwise mitigated foreign currency risks.

Safe Harbor Statement under the Private Securities Litigation Reform Act of 1995

Any statements contained in this Form 10-Q that are not historical facts are forward-looking statements. Such statements are
based upon many important factors that may be outside the Company’s control, causing actual results to differ materially
from those suggested. Such factors include, but are not limited to, changes (legislative and regulatory) in the healthcare
industry, demand for our services, pricing, market acceptance, the effect of economic conditions, litigation, competitive
products and services, corporate financing arrangements, the ability to complete transactions, and other risks identified in our
filings with the Securities and Exchange Commission.

ITEM 4. CONTROLS AND PROCEDURES

During the 90-day period prior to the filing date of this report, management, including the Corporation’s President and Chief
Executive Officer and Executive Vice President and Chief Financial Officer, evaluated the effectiveness of the design and
operation of the Corporation’s disclosure controls and procedures. Based upon, and as of the date of that evaluation, the
President and Chief Executive Officer and Executive Vice President and Chief Financial Officer concluded that the
disclosure controls and procedures were effective, in all material respects, to ensure that information required to be disclosed
in the reports the Corporation files and submits under the Exchange Act is recorded, processed, summarized and reported as
and when required.

There have been no significant changes in the Corporation’s internal controls or in other factors which could significantly
affect internal controls subsequent to the date the Corporation carried out its evaluation.
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PART II - OTHER INFORMATION

Items 1, 2, 3 and 5 have been omitted because the related information is either inapplicable or has been previously reported.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

The following matters were voted upon at the Annual Meeting of Stockholders held on December 4, 2002 and received the

votes set forth below:

1. All of the following persons nominated were elected to serve as directors of the Company and received the number of

votes set opposite their respective names:

Name For Withheld
Gerald L. Cohn 8,540,103 975,688
John E. McHugh 9,304,822 210,969
Michael A. O’Hanlon 9,079,331 436,460
Nathan Shapiro 9,304,822 210,969
William S. Goldberg 9,002,390 513,401
Harry T. J. Roberts 8,524,103 991,688

2. A proposal to ratify the appointment of Deloitte & Touche LLP as independent public accountants for the Company for
the fiscal year ending June 30, 2003 received 9,338,881 votes FOR and 175,110 votes AGAINST, with 1,800

abstentions.

ITEM 6. EXHIBITS AND REPORTS ON FORM §8-K

(a) Form 8-K

None
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned thereunto duly authorized.

DVI, INC.
(Registrant)

Date:  February 14, 2003 By /s/ MICHAEL A. O'HANLON
Michael A. O’Hanlon
President and Chief Executive Officer

Date:  February 14, 2003 By /s/ STEVEN R. GARFINKEL
Steven R. Garfinkel
Executive Vice President and Chief Financial Officer
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Officer’s Certificate

I, Michael A. O’Hanlon, certify that:

()
2

3)

“)

)

(6)

Date:

I have reviewed this quarterly report on Form 10-Q of DVI, Inc.;

Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements and other financial information included in this quarterly report
fairly present, in all material respects, the financial condition, results of operations and cash flows of the registrant
as of, and for, the periods presented in this quarterly report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a. Designed such disclosure controls and procedures to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this quarterly report is being prepared,

b. Evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90
days prior to the filing date of this quarterly report (the “Evaluation Date™); and

c. Presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

a. All significant deficiencies in the design or operation of internal controls which could adversely affect the
registrant’s ability to record, process, summarize and report financial data and have identified for the
registrant’s auditors any material weaknesses in internal controls; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal controls; and

The registrant’s other certifying officer and I have indicated in this quarterly report whether there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to the date
of our most recent evaluation, including any corrective actions with regard to significant deficiencies and material
weaknesses.

February 14, 2003 /s/ MICHAEL A. O’HANLON
Name: Michael A. O’Hanlon
Title:  Chief Executive Officer
and President
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Officer’s Certificate

I, Steven R. Garfinkel, certify that:

()
2

3)

“)

)

(6)

Date:

I have reviewed this quarterly report on Form 10-Q of DVI, Inc.;

Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements and other financial information included in this quarterly report
fairly present, in all material respects, the financial condition, results of operations and cash flows of the registrant
as of, and for, the periods presented in this quarterly report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a. Designed such disclosure controls and procedures to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this quarterly report is being prepared,

b. Evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90
days prior to the filing date of this quarterly report (the “Evaluation Date™); and

c. Presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

a. All significant deficiencies in the design or operation of internal controls which could adversely affect the
registrant’s ability to record, process, summarize and report financial data and have identified for the
registrant’s auditors any material weaknesses in internal controls; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal controls; and

The registrant’s other certifying officer and I have indicated in this quarterly report whether there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to the date
of our most recent evaluation, including any corrective actions with regard to significant deficiencies and material
weaknesses.

February 14, 2003 /s/ STEVEN R. GARFINKEL
Name: Steven R. Garfinkel
Title:  Executive Vice President and
Chief Financial Officer
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Officers’ Certificate
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

Each of the undersigned officers of DVI, Inc., a Delaware corporation (the “Company”), hereby certifies that (i) the
Company’s Quarterly Report on Form 10-Q for the three and six-month periods ended December 31, 2002 fully complies
with the requirements of Section 13(a) of the Securities Exchange Act of 1934 and (ii) the information contained in the
Company’s Quarterly Report on Form 10-Q for the three and six-month periods ended December 31, 2002 fairly presents, in
all material respects, the financial condition and results of operations of the Company as of, and for, the periods indicated.

Date: February 14, 2003 /s/ MICHAEL A. OHANLON
Name: Michael A. O’Hanlon
Title:  Chief Executive Officer
and President

/s/ STEVEN R. GARFINKEL
Name: Steven R. Garfinkel
Title:  Executive Vice President and
Chief Financial Officer
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